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Mildred Collier
"I was devastated
when I found out I had
cancer and w_onde1e.d
how to pay such bills.
To my amazement,
when I handed them
my insurance card at
the hospital, there was
no question at all."

....

.

good

news for

1989

As proof that our improvement program is on track and our strategy is sound,
I would like to share our early financial results with you. For the first quarter
of 1989, the company's programs yielded $7.5 million in positive earnings,
compared to a $5.8 million loss for the first quarter of 1988.
11 For the first quarter, earnings in our traditional business were ahead of
plan. And while earnings in the HMO are not at break-even, they are much
improved. The total loss in HMO for the first quarter is $700,000, compared
with $8 million for last year. In March, the HMO posted positive earnings.
This good news justifies our optimism about our future.

(in thousands)

(in thousands)

In 1988, health care costs continued

small firms in Florida do not have the

and premium taxes were repealed, insur-

to soar, and the health insurance indus-

resources to provide health insurance

ance companies could market signif-

try experienced a $5 billion loss.

coverage. The skill levels and salaries

icantly less costly health insurance plans.

The causes of the rise in the cost
of medical care are many. One reason
is that more services are being used,

of their employees are lower and risk
is spread over fewer participants.
Small businesses also have higher

Insurance companies could then
offer plans that cover basic inpatient
and outpatient physician, hospital and

especially in the outpatient setting.

turnover, make use of seasonal employ-

Another reason is the introduction of

ment, and face high administrative costs. be free to purchase the plan of their

new technology and procedures. And

All of these elements combine to make

yet another reason is the high rate of

health insurance costly.

inflation in the price of medical care.

laws Hurt Small Finns

As the chart on this page demon-

diagnostic services. All employers would

choice from any private insurer.
Blue Cross and Blue Shield
of Florida

8

In cases where the employer assumes

strates, trends indicate that the industry

the risk of its employee benefits coverage

6

should experience improved overall

rather than insuring against that risk,

4

performance next year.

the federal Employee Retirement Income

2

Security Act (ERISA) preempts state

0

While performance for the industry
may improve in 1989, health care costs

mandated benefits -- and all other state

will continue to rise at an alarming

laws. Few small employers are able to

rate. Blue Cross and Blue Shield of Flor-

take advantage of that fact

ida is working to manage these rising

Small employers usually must insure

costs. We have implemented programs

their employees' benefits because they

to address increases in both price and

lack the resources to assume the risk.

use of health care services.

As a result, they are subject to state

Access To Care

insurance laws, benefit mandates, pre-

One of the most significant results
of this continuing rise in health care

mium taxes, and other costly provisions.
These mandated benefits have a sig-

costs is that the proportion of the pop-

nificant impact on both the price and

ulation with health care coverage is

use of health care services. They are

declining. Many Floridians are now

a major contributor to rising costs.

uninsured and the number is growing.
That is very troubling to us.

To pay for all of this requires higher

Does not include HM) or other subsidiary op,rations.

We at Blue Cross and Blue Shield
of Florida believe it is time to empower
the insurance industry to help to solve

premium cost As a result, small employ- the nation's health care problems. That
ers often must choose between expen-

is the only effective way to slow down

care are critical problems. Although

sive benefit packages or none at all.

rising health care costs and to expand

132 million people under age 65 in

Repeal Mandated Benefits

access to health care at a price that

Availability and affordability of health

the U.S. are insured, 18 percent of the
population is not covered. The number

In order to better serve Floridians,we
suggest the health insurance industry

has grown by 25 percent in the 1980's,

be given the freedom necessary to pro-

a period of general economic expansion.

vide coverage to a higher proportion

Who are the uninsured? A majority

of the population. For example, if all

are employed by small businesses. Many

*Estimated.

state and federal laws mandating benefits

American business and the American
people can afford.

G. Hunter Gibbons
Chairman of the Board

Last year Blue Cross and Blue Shield

inflation was dropping. Our pricing

ical costs. To effectively manage these

of Aorida was energized by adversity.

decisions effective early in 1988 were

costs, we have focused efforts on con-

Considerable effort was devoted to con-

based on that expectation. This forecast

trolling price and use. Also, we are mak-

trolling expense, revamping HMO oper-

proved incorrect As a result, we under-

ing the tough business decisions to

ations, analyzing the experience of the

priced many contracts early in the year.

discontinue unprofitable product lines

past few years to build more effective

The HMO portion of our business

to improve earnings in 1989.
Improvement plans have been

business plans, and finding innovative

had provided customers with guaranteed

ways to better manage the price and

benefits, prices and other arrangements

initiated for all group business. Our

use of health care services.

with no opportunity to revise them for

efforts to integrate HMO administrative

Membership Grows

twelve months. This was consistent with

There were many positive results
and trends in 1988. Blue Cross and

that industry's standard practices.
Unfortunately, the bulk of our bus-

Blue Shield of Aorida increased market

iness did not renew until 1989. So it

share in most segments of its business,

was not until this January that we had

gained over 45,000 contracts, and

any real opportunity to revise our prices

improved retention of customers. This

to reflect true medical costs.

growth provides further economies of

As a result of these factors and an

scale for ourselves and providers of

inability to better control use and price

medical care with whom we contract

in 1988 we experienced a loss of $51.6

In 1988, the company also enjoyed

million, including $30.6 million from

a 22 percent increase in revenues, top-

HMO operations. While this marked

ping the $1 billion level for the first

the second year of losses, the 1988 loss

time. Health Maintenance Organization

was about $15 million lower than in

(HMO) revenue grew over 40 percent,

1987, on a growing book of business.

reaching $234 million. At year-end,

(in thousands)

Fortunately, a successful financial

1983

1984

1985

1986

1987

the company had total assets of $448

performance in the mid-1980s put us

million and policyholders' equity of

in a position to withstand the downward

$95.3 million.

cycle in the industry's performance.

functions with the rest of the company

Improvement Expected

have been very successful.

In 1988 we also improved our operations by dramatically reducing pro-

Better utilization management pro-

cessing time and claims inventories.

grams and new pricing strategies will

experience in 1989, we are extremely

have a direct and immediate impact

optimistic about the prospects for pos-

insurance subsidiary, had a good start

on earnings in 1989. To ensure

itive earnings in 1989 and beyond. This

last year and was able to capitalize on

improved performance, we also have

optimism is fueled by the hard work

our strong market position.

put better underwriting and more effec-

of thousands of employees who con-

Pricing Strategy

tive financial controls into place. We

tribute to the turnaround effort.

Aorida Combined Life, our new life

In spite of many accomplishments,
the year was not without its problems.
At the end of 1987, it had appeared

that the rate of increase in health care

Based on these factors and our early

have also improved product design
to encourage cost-effective behavior.
Our long-term focus for improved
performance is on management of med-

(J~g~~
William E. Flaher-9'

President

1988

John F. Halloran - Ponte Vedra Beach
'When I.nuise was i,yured in New York,
-----'"'- your HMO covered the out-oftown
hospital care and provided
excellent follow-up treatment back home too.
You were there
when we
needed
you."

managing health care costs

In order to be there when you need us, Blue Cross

With this information, we are able to evaluate

and Blue Shield of Florida is working hard to

variations in practice patterns and to identify

effectively manage health care costs. Many pro-

differences in price and use among HMO, PPO, and

grams and efforts are underway to help us to attain

traditional product lines within a metropolitan area.

this overarching goal.

This provides critical information for contract

Our experience has shown that the opportunity

negotiations, provider selection and education,

to control medical care costs varies from product

utilization management, and product design.

to product. The HMO provides the maximum

Administrative Cost Control

ability to control both price and use. The Preferred

Restraining growth in administrative expense is

Provider Organization (PPO) provides a less

another important element in managing health care

controlled environment; it affects price but does not

costs. Blue Cross and Blue Shield of Florida has

have as dramatic an effect on use. lraditional health

been involved in an intensive cost reduction and

insurance offers even less control, especially when
no managed care programs are included.
Cost Effective Products

Success in managing health care costs for our
customers is closely related to our ability to encourage them to select product lines where we have the
greatest impact on price and use.
During 1988, the company was successful in
encouraging customers to enroll in these more costeffective programs. We grew to over 326,000 PPO
contracts in 1988, representing a 21 percent

performance improvement program for the past two

increase. Our total enrollment in HMO reached

years. As a result of those efforts, our administrative

114,000 contracts, representing a 16 percent

cost as a percentage of total revenue has dropped

increase. Combined enrollment in all of our man-

by over 16 percent.

aged care products has grown from less than 16

This grass roots program involves the entire

percent of customers in early 1986 to 51 percent

workforce in identifying better and more efficient

at the end of 1988. That represents a remarkable

ways to accomplish our business goals at a lower

amount of change over a short period of time.

cost. We have put the best thinking of all of our

Medical Cost Management

employees to work on this effort.

Leveraging our position as the largest health

As a result, over the past year, we have imple-

insurance company in the state is another way that

mented important initiatives to increase productiv-

we are working to control costs. The formation of

ity, eliminate duplication and make more effective

a comprehensive health care data base in 1988 was

use of technology. This corporate-wide effort has

an important contribution in our efforts to manage

helped to maintain a stable administrative cost level

health care costs. Access to accurate and timely data

during a time in which revenues, market share and

is absolutely critical to our long-term success.

claims volumes increased.

0

Dennis Emerson - Alachua
'We judge thing; based on performance.

.._.............._..__...,

Blue Cross and Blue Shield performs
from the time your card is
shown until the last bill is
paid. Performance is
their best calling
card."

or-ganizing ar-ound

the customer

In 1988, Blue Cross and Blue Shield of Florida

Regional management is increasing our knowl-

embarked on a new and more coordinated

edge, skill and ability to respond to the special

approach to both marketing and provider manage-

needs of the customer and the provider. We are now

ment. Our goal was to gain a better understanding

better equipped to use that knowledge of the local

of each of our markets and to respond appropriately

health care delivery system to develop for our

through efforts which bring us closer to customers

customers better programs and more effective

and providers. The new regional approach that we

products that take advantage of this uniqueness.

are using will allow us to use our people and their

R & D Approach

many talents more effectively.
Reason for Change

While careful planning and regular evaluation
is required, each region is encouraged to build on

In the past, we used an approach to local nego-

its local knowledge and to be innovative in its

tiations and working with hospitals and physicians

approach. We began in South Florida and Pensa-

that appeared fragmented and was confusing to
many of our provider partners. As a result, we were
unable to take full advantange of our position as
the leading health insurer in the state.
To be more effective, we have eliminated this
fragmentation and are bringing like activities
together. We are evolving the organization to be
more responsive to the customer and provider. The
key to our approach is organizing by major metropolitan area or geographic region. This technique
will help us to better serve customers' needs, and

cola and more recently have begun to change in

to eliminate duplication.

Tampa and Jacksonville.

Advantages of Regional Focus

Regional management is providing us with a

The move to regional management reflects our

consistent, consolidated, organized and integrated

appreciation of the essentially local nature of the

approach to the marketplace. This approach is

health care business. Each market in Florida is

being used in product and program development

different. The needs of customers and providers

efforts, in provider contracting, and in leveraging

vary significantly. To be effective, we are establish-

our business.

ing policies and programs and delegating respon-

Using a regional approach is already helping us

sibility to the managers who interface with custo-

to do more of the right things in the right ways. It

mers and providers in each local market.

allows us to make decisions at the lowest possible

With the benefits of first-hand experience, we are

level, to build upon our local presence, and to be

more effective now because we are learning more

more efficient and effective in fulfilling our custo-

about the special needs in each marketplace and

mers' needs. As a result, we are in a much better

the unique aspects of the health care delivery

position to serve our customers with efficient and

systems in each area of the state.

cost-effective products.
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Valerie Merritt - Jcuksonville
''As a very concerned mother, I want my
children to be able to get the best
medical care available. With
Blue Cross and Blue Shield
of Florida, I feel
extreme!), confident that
they

d0. "

approach for improving service

Excellent service is a value appreciated by our

Our strategy is to focus more attention on the

customers. We strive to meet all their expectations.

management of people and their interactions. High

We are not satisfied unless our customers perceive

quality service requires a human organization that

our service as being better than that provided by

operates smoothly and unleashes the full potential

all competitors. We want them to understand the

of all of its members.

value that our products represent.

Due to the complexity of our business and the

We began our quest to achieve excellent custo-

interdependencies among various departments in

mer service by gaining the commitment of our

the company, effective working relationships are of

entire workforce. Employees are looking into all of

critical importance. We are working hard to free our

the service aspects of benefit and product design,

people from unnecessary constraints for the benefit

customer and provider education, and customer

of our customers. To do so requires using an

servicing to identify areas to improve.

entirely new type of operations strategy.

To ensure that we are the best, we routinely
compare our performance for every component of
the business to other organizations that are
recognized for their excellence in that component,
and make improvements accordingly. To stay
ahead, Blue Cross and Blue Shield of Florida is
committed to continuous improvement.
Improving Timeliness

Our customers want timeliness, so providing it
is a key service strategy. During 1988 there was a
great improvement in our timeliness for claims

Operations Strategy

processing. To prepare for the future, we are

Blue Cross and Blue Shield of Florida's opera-

designing workflows so that claims will be pro-

tions strategy is consistent with product improve-

cessed more quickly than they are today.

ments because it is helping us to eliminate non-

Another key to providing better service is orient-

productive and unnecessary types of activity. Our

ing our operating units to specific markets. We set

strategy is to move people from traditional insur-

out in that direction in 1985, and over time it has

ance industry jobs where they perform a single set

resulted in significant improvement. Since each set

of transactions to more complex jobs where they

of customers has different problems and priorities,

handle the full array a customer may require.

to be effective we must take all those problems and
priorities into account.

We call this concept the single-station processor.
Instead of fragmenting the assignment, transactions

We organize our operation around the speci-

will be processed at one station by a knowledge-

fic needs of a set of customers. This type of orien-

based worker. We are working toward this ideal.

tation allows each unit to learn more about the

Some areas of the company are there now, and some

customers it serves. The result is more ownership

will begin to use single-station processing within

and accountability and better service.

two to three years.

Linda Lancaster - Green Cove Springs
"In living on a farm, from time to time
you're going to have mishaps. Every . - - - - - - time we've needed help, Blue

Cross and Blue Shield of
Florida has been
there."

operational results

Last year was a record year for both governmental

While there was an initial slowdown in process-

and private business operations at Blue Cross and

ing as adjustments were made to the operation, the

Blue Shield of Florida. Significant improvements

new data processing system has achieved record

were made in the average number of days required

volumes of output. The Florida Plan now will be

to process claims, with reductions in processing

able to deliver improved service and lower unit cost.

time for all lines of business.

In addition, Part B is positioned for future growth

Technology has helped us to meet the growing

in the changing government contracting business

need. Over 20 million private and Medicare claims

as it unfolds in the coming decade.

were received through our automated networks in

Performance Improved

1988 out of approximately 40 .1 million total

Planned improvements in performance were

claims received. This represents a 25 percent

realized in 1988 in both Medicare Part A and Part

increase in volume from 1987.

B. Part A achieved its highest score ever on the

Private Business

Approximately 8. 7 million private business
claims were paid in 1988, representing a 14 percent
increase over 1987 paid claims. The total volume
of inquiries received in 1988 was 2.5 million,
representing a 14 percent increase over 1987.
Despite greater claims volumes, significant
efforts were made toward improving the quality and
timeliness of service. More training, improved
personnel selection and more effective use of
automation contributed to these successes.

Contractor Performance Evaluation Program

Government Programs

(CPEP) at 99 percent, ranking number one in the

Last year also was a significant year in govern-

nation. This is a significant accomplishment, as

ment business, presenting strategic growth oppor-

performance and competition among all interme-

tunity as well as considerable operational change.

diaries has increased steadily. Part B scored 93

The Catastrophic Coverage Act of 1988 was the
largest expansion in Medicare benefits since the

percent, up from the previous year's score of 88.
1988 Operational Results

program began. Implementing the initial changes

Government Programs processed almost 31

in law required a tremendous effort from Medicare

million Medicare claims last year, compared to

Part A, the part affected in 1988. Part B undergoes

28 .5 million claims in 1987. Last year's effort

changes in 1989 that are far more extensive.

included 2.9 million Medicare Part A claims and

Medicare Part B staff culminated a process in late

28.5 million Medicare Part B claims.

1988 to implement a new data processing system.

Our outstanding performance record positions

The division successfully converted almost 400

us favorably for expanded roles in the Government

million files and trained 1,500 employees for

Programs arena in the future.

change to the new system a week ahead of schedule.

"The volunteers from corporate caring
really brighten up our day. Blue
Cros.s and Blue Shield of Florida has a lot of thoughJfal
and caring people."

community involvement

Blue Cross and Blue Shield of Florida works hard

Community Outreach

to contribute to the communities it serves. A

Celebrities, athletes, entertainers and corporate

highlight was the $68,247 that was raised through

leaders went to bat for Florida babies as participants

fundraising efforts over the past two years to

in the Florida Stars for Florida Babies celebrity

support the U.S. Olympic Team.

softball challenge sponsored by Blue Cross and

Last year, a new scholarship program was insti-

Blue Shield of Florida. The event raised money for

tuted for the dependent children of employees. The

this worthy cause and increased awareness about

Hilary A. Schroder and John W Helbert scholar-

efforts that prevent low birthweight babies and

ships are named after former presidents of the

childhood handicaps.

company. Winners receive four-year scholarships to

The company also started a joint program with

study business or health care related fields.

Jacksonville University to encourage school-age

O~pic Events

children to say no to drugs. Athletic trading cards

A 26-mile bicycle tour of St. Petersburg was one
of the key events organized and sponsored by the
Florida Plan in 1988 to raise funds for the U.S.
Olympic team. 800 people rode in the event.
The company also sponsored a non-stop tandem
bike ride from Miami to Jacksonville to raise funds
for the U.S. Olympic team. Karen Fields, a Miami
employee, helped to set a record of 3 75 miles in
19.5 hours. A company-sponsored outdoor symphony pops concert followed the bike ride.
For the Poor and Homeless

Two successful food drives were conducted by
our employees last year. One drive was sponsored

with a picture of JU athletes on the front and an
anti-drug message on the back were distributed to
children at the schools' sporting events.

by Medicare B employees and the other by the

The company also sponsored Pearl Bailey's

Employees' Club. Together they brought in enough

benefit concert in Jacksonville for the Children's

food to fill baskets for 300 needy families.

lrust Fund. This fund benefits low-income, disad-

Employees also recognized the plight of the
homeless by contributing 1,329 pounds of supplies
that were distributed to homeless people through
Jacksonville's two rescue missions.

vantaged children through out the area.
BCBSF Volunteers

Blue Cross and Blue Shield of Florida employees
enjoy giving of themselves, as demonstrated by the

Following a 14-year tradition, our employees put

many volunteers who worked at the auction for

on a talent show. Admission was one new toy. All

public broadcasting, the Mayor's Christmas Dinner

of these toys were donated to the U.S. Marine Corps'

for Senior Citizens (more than 3,500 seniors were

Toys for Tots Drive. As an added feature, transpor-

fed a holiday dinner by 150 volunteers in one

tation was provided for seniors in the area to attend

hour), the Special Olympics, and the March of

the dress rehearsal for the program.

Dimes' Walk for America.
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MANAGEMENT

ACCOUNTABILITY

Blue Cross and Blue Shield of f1orida, Inc. and Subsidiaries

The following financial statements were prepared by Blue Cross and Blue
Shield of Florida management, which is responsible for their integrity and
objectivity. The statements have been prepared in conformance with
generally accepted accounting principles and, as such, include amounts
based on the estimates and judgments of management.
Blue Cross and Blue Shield of Florida's internal controls, policies and
procedures are designed to provide reasonable assurance of the integrity
of financial records and the protection of assets. Personnel throughout the
Corporation maintain and monitor these internal accounting controls on
an ongoing basis. In addition, the Corporation's internal auditors systematically review and report upon the functioning of these controls with the
right of full access to all Corporate personnel.
Coopers and Lybrand, independent auditors , have examined these
financial statements. Their examinations include review and test of the
Corporation's internal accounting controls to the extent they believe
necessary to determine and conduct the audit procedures which support
their opinion. Their report appears on page 19.
The Board of Directors, through the activities of its Audit Committee,
oversees management's discharge of its financial reporting responsibilities.
The Audit Committee consists of three Directors who are not employed by
Blue Cross and Blue Shield of Florida. The Audit Committee is appointed
by the Chairman of the Board.
The Audit Committee is responsible to the Board for recommending the
selection of independent auditors to the full Board for selecting and reviewing
the results of audits conducted by them and by the Corporation's internal
auditors. The Audit Committee meets periodically with management and
with the internal and independent auditors, both separately and jointly, to
review their activities to ensure they are properly discharging their
responsibilities.
The public accountants, as well as the internal auditors, have access to
the Audit Committee to discuss the results of their audit work, the adequacy
of internal financial controls, and the quality of financial reporting.

REPORT

0 F

INDEPENDENT

ACCOUNTANTS

Blue Cross and Blue Shield of Florida, lnc. and Subsidiaries

To the Board of Directors
of Blue Cross and Blue Shield of Florida, Inc.

We have audited the accompanying consolidated balance sheets of Blue
Cross and Blue Shield of Florida, Inc. and subsidiaries as of December 31 ,
1988 and 1987, and the related consolidated statements of operations and
policyholders' equity and cash flows for the years then ended. These financial
statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements based
on our audits.
We conducted our audits in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.
In our opinion, the financial statements referred to above present fairly,
in all material respects, the consolidated financial position of Blue Cross
and Blue Shield of Florida, Inc. and subsidiaries as of December 31, 1988
and 1987, and the consolidated results of their operations and their cash
flows for the years then ended in conformity with generally accepted
accounting principles.
Jacksonville, Florida
February 13, 1989

If.,._,,,_ . .
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CONSOLIDATED

BALANCE

S H E E T S

Blue Cross and Blue Shield of Florida, lnc. and Subsidiaries

December 31,

(in thousands)

Assets
lnvestmen :s:

1988

1987

Fixed maturities, at amortized cost (market
value $38,280 in 1988 and $76,397 in 1987)

$ 39,154

$ 78,018

Equity securities, at market (cost $11,886
in 1988 and $34,952 in 1987) ........................... .

11,735

32,582

Short-term investments .................................. .

64,718

82,738

Cash and cash equivalents ............................... .

84,494

44,672

- otal investments ................................ .

200,101

238,010

Receivables ............................................. .

106,618

83,958

Reimbursement contracts receivable .......................... .

99,889

84,744

Property and equipment ................................... .

33,624

31,952

Prepaid expenses and other assets ........................... .

8,025

4,913

$448,257

$443,577

$139,713

$109,449

99,889

84,744

Total liabilities for policyholder benefits ............... .

239,602

194,193

Provision for experience rating refunds ........................ .
Unearned premium income and unallocated receipts ............. .

662

2,480

65,201

Deposits and advances .................................... .

12,966

57,762
18,283

Accounts payable and accrued expenses ....................... .

34,538

26,168

otal liabilities ................................... .
Contingencies (note 10)

352,969

298,886

Policyholders' Equity
Policyholders' equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

95,288

144,691

Total liabilities and policyholders' equity . . . . . . . . . . . . . . . .

$448,257

$443,577

Total assets

Liabilities
Liabilities for policyholder benefits:
Claims outstanding ..................................... .
Reimbursement contracts ................................ .

See accompanying notes to consolidated financial statements.

CONSOLIDATED
STATEMENTS
OF
OPERATIONS
AND
POLICYHOLDERS'
EQUITY
Blue Cross and Blue Shield of Florida, Inc. and Subsidiaries

For the Years Ended December 31,

(in thousands)

1988

1987

Revenue ................................................. $1,202,868

$ 986,941

Claims and medical expense................................. 1,039,702

857,073

230,148

214,351

Total expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,269,850

1,071,424

Operating expense . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .

(66,982)

(84,483)

Investment income ....................................... .

18,178

Net realized investment loss ................................ .

(2,818)

19,748
(1,669)

Net loss ........................................ .

(51,622)

(66,404)

144,691

212,384

Operating loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. .

Policyholders' equity, beginning of year ........................ .
Net change in unrealized appreciation
(depreciation) of equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . .
Policyholders' equity, end of year. ............................. $
See acwmpanying notes

to

consolidated financial statements.

2,219
95,288

(1,289)
$ 144,691

CONSOLIDATED

STATEMENTS

0 F

FLOWS

CASH

Blue Cross and Blue Shield of Florida, Inc. and Subsidiaries

For the Years Ended December 31,

(in thousands)

1988

1987

Increase (Decrease) in Cash and Cash Equivalents:
Cash flows for operating activities:
Premiums and other revenue received ........................ $1,169,599

$987,506

Claims and medical expense paid. . . . . . . . . . . . . . . . . . . . . . . . . . .

(999,610)

(819,631)

Cash paid to suppliers and employees . . . . . . . . . . . . . . . . . . . . . . .

(220,163)

(209,767)

16,861

18,950

(33,313)

(22,942)

Fixed ·maturities ..................................... .

162,178

127,212

Equity securities ..................................... .

45,398

29,725

Short-term investments, net ............................. .

19,771

64,284

Interest and dividends received ........................... .
Net cash used in operating activities .................. .
Cash flows from (for) investing activities:
Proceeds from investments sold or matured:

Cost of investments purchased:
Fixed maturities ..................................... .

(124,350)

(171,195)

Equity securities ..................................... .

(23,463)

(36,037)

Purchase of property and equipment ........................ .

(6,399)

(5,057)

73,135

8,932

39,822

(14,010)

44,672

58,682

Net cash provided (used)
from investing activities .......................... .
Net increase (decrease)
in cash and cash equivalents ...................... .
Cash and cash equivalents
at beginning of year ............................. .
Cash and cash equivalents
at end of year .................................. $
See aaompanying notes to consolidated financial statements.

84,494

$

44,672

continued on next page
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(in thousands)

For the Years Ended December 31,

continued

1988

1987

$(51,622)

$(66,404)

Reconciliation of net loss to net cash used
in operating activities:
Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Adjustments to reconcile net loss
to net cash used in operating activities:
Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ......... .

4,726

4,760

Amortization of investment
discounts and premiums, net ......................... .
Net realized loss on sale of investments .................... .
Decrease (increase) in certain assets:

(2,401)
2,818

(712)
1,669

Receivables ....................................... .

(22,660)

(18,355)

Reimbursement contracts receivable .................... .

(15,145)

Prepaid expenses and other assets ..................... .

(3,112)

(8,937)
(543)

Increase (decrease) in certain liabilities:
Liabilities for policyholder benefits ..................... .

45,409

Provision for experience rating refunds .................. .

(1,818)

43,740
(966)

Unearned premium income and unallocated receipts ....... .

7,439

Deposits and advances .............................. .

(5,317)

Accounts payable and accrued expenses ................. .

8,370

366

Total adjustments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..

18,309

43,462

Net cash used in operating activities .......................... .
See accompanying notes to consolidated financial statements.

$(33,313)

28,738
(6,298)

$(22,942)
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(in thousands)

For the Years Ended December 31,

continued

1988

1987

$(51,622)

$(66,404)

Reconciliation of net loss to net cash used
in operating activities:

Net loss . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Adjustments to reconcile net loss
to net cash used in operating activities:

Depreciation . . . . . . . . . . . . . . . . . . . . . . . . . . . . ............ .

4,726

4,760

Amonization of investment
discounts and premiums, net ......................... .
Net realized loss on sale of investments .................... .

(2,401)
2,818

(712)
1,669

Decrease (increase) in certain assets:
Receivables ....................................... .

(22,660)

(18,355)

Reimbursement contracts receivable .................... .

(15,145)

Prepaid expenses and other assets ..................... .
Increase (decrease) in certain liabilities:

(3,112)

(8,937)
(543)
43,740
(966)

Liabilities for policyholder benefits ..................... .

45,409

Provision for experience rating refunds .................. .

(1,818)

Unearned premium income and unallocated receipts ....... .

7,439

Deposits and advances .............................. .

(5,317)

Accounts payable and accrued expenses ................. .

8,370

366

Total adjustments ........................................ .

18,309

43,462

Net cash used in operating activities .......................... .
See aaompanying notes to consolidated financial statements.

$(33,313)

28,738
(6,298)

$(22,942)
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1 - Summ~

of Si&11iJ!cant Accountin

Policies

December 31, 1988 and 1987

Organization
Blue Cross and Blue Shield of Florida, Inc. (the
Plan), a mutual insurance company, provides

issued by government sponsored agencies.
These investments are stated at amortized cost
and mature within two years. Short-term investments which mature within 90 days or less are
considered to be cash equivalents.

basic medical, hospitalization and other health

Net realized investment gains and losses are

benefits as well as major medical, comprehen-

calculated on the first in first out basis of
identification.

sive and complementary coverages. The Plan
operates a network of Health Maintenance
Organizations (HMOs) throughout the State of
Florida. Florida Combined Life Insurance Company, Inc. (FCL), a wholly owned subsidiary,

Premiums Earned
Premiums are billed in advance of coverage
periods and recognized as earned income
when due.

became operational in 1988.

Property and Equipment
The Plan also processes claims for other Blue
Cross and Blue Shield Plans' subscribers and
for programs such as Medicare, the State of

Property and equipment are recorded at cost.
Depreciation is computed on the straight-line
method over the estimated useful lives of the assets.

Florida - Employee Group, and Federal
Employees Health Benefits Program (FEP).

Liabilities for Policyholder BenqiJs
The Company accrues for incurred and unre-

The Plan is a member of the Blue Cross and
Blue Shield Association (the Association) which
establishes national policies and sets standards
for the Plans.

ported claims based on historical paid claims
data and experience using actuarially accepted
statistical methods. The methods used in determining the liability are periodically reviewed and

Consolidatt.rl Statements

any adjustment resulting from these reviews is

The consolidated financial statements include

reflected in current operations. Processing costs

the accounts of the Plan, its wholly owned sub-

related to such claims are expensed as incurred.

sidiaries and affiliated company (the Company). All significant intercompany transactions
have been eliminated.

The liabilities for reimbursement contracts (National Accounts, FEP, Cost Plus and Minimum
Premium Plan contracts) are also established as

Investments

receivables and have no effect on net income.

Fixed maturities are carried at cost adjusted for

Expense ReimbUJsement

amortization of premium and discount. Equity
securities are carried at market value and
changes in such value are reflected in Policyholders' Equity

Operating expenses are allocated to various lines
of business in order to determine the expense
reimbursement due from Medicare, where the
Company acts as a fiscal intermediary, and from

Short-term investments consist of U.S. Treasury

FEP and other Blue Cross and Blue Shield Plans

bills and notes, repurchase agreements, com-

for which the Plan processes claims. The Com-

mercial paper, certificates of deposit, and notes

pany is reimbursed for either costs incurred or
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amounts based on predetermined budgets. Reim-

3-Prop

bursements of $87,208,000 for 1988 and

(in thousands)

1988

1987

$75,055,000 for 1987 (which approximate the

Land ...................... $
Buildings ..................
Leasehold improvements .....
Equipment .................

2,821 $
31,695
879
35,037

2,821
30,495
575
30,362

cost of administering these programs) are
included in revenue. The actual cost of administration is included in operating expense. Reimbursements and claims payments are subject to
audit by the respective agencies and any resulting
adjustments are reflected in current operations.

Restatements and Redas.5ijkatums
The Company has adopted Statement of Finan-

and~uiP!!!ent

December 31,

Toral propeny &
equipment ..........
Less accumulated
depreciation .........

70,432

64,253

36,808

32,301

Net propeny &
e ui ment .......... $

33,624 $

31,952

4 - AgenQ:' Contracts

cial Accounting Standards No. 95, Statement of
The Plan serves as intermediary for the Medi-

Cash Rows in 1988.

care program and acts as administrator for the
In 1988, the Association required its member

State of Rorida -

Employee Group Health Self-

Plans to record their proportional share of

Insurance Plan. Claims relating to these pro-

unearned premium and accounts receivable

grams, as shown in the following table, are not

related to the FEP The amounts recorded for

reflected in the accompanying consolidated

1988 and 1987, $33 million and $24 million,

financial statements.

respectively, had no effect on income.

Number of
Claims Processed

Prior year financial statements have been restated

(in thousands)

for the changes mentioned above to present a
comparative format. Certain other reclassifications have been made to the prior year's consoli-

Medicare
State of
Florida

Amount Paid

1988

1987

1988

30,523

28,509

$5,080,209

$4,731,312

1,099

890

$182,421

$143,113

1987

dated financial statements to conform to the 1988

5 - Emp~ee Pension Plan

presentation.
2-

Receivables

The Company participates in a defined benefit,
December 31,

(in thousands)

1988

1987

Subscriber and member ...... $
FEP .......................
Interplan Service Benefit
Bank ....................
Medicare and other
government agencies ......
National accounts ...........
Others ........ . . . ..........

33,652 $
35,840

23,553
24,787

13,236

12,652

5,336
10,792
13,169

593
13,975
12,940

112,02S

88,500

5,407

4,542

106,618 $

83,958

Total receivables ........
Less allowance for
doubtful accounts ....
Total net
receivables .......... $

non-contributory pension plan covering substantially all of its employees. The pension plan
is funded through the Blue Cross and Blue
Shield National Retirement Trust, a collective
investment trust which services the retirement
programs of its participating employers. The
plan provides benefits based on years of service
and the employee's compensation in the years
immediately preceding retirement.
The Company's funding policy is to meet the
minimum requirements of applicable regulations, and, from time to time, to fund such
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additional amounts as it deems appropriate.
Assets of the National Retirement Trust consist
primarily of listed equity securities and U.S.
Government and corporate obligations.
The following tables detail the components of
pension expense, the funded status of the plan,
amounts recognized in the Company's consolidated financial statements, and major assumptions used to determine these amounts.
December 31,
(in thousands)

1988

1987

6-

Rent.als Under

STATEMENTS

erating Leases

The Company leases office space, data processing and transportation equipment. The leases in
effect at December 31, 1988 expire on various
dates through 1993. The following is a schedule of future approximate minimum rental payments due under operating leases that have
initial or remaining non-cancellable lease terms
in excess of one year as of December 31, 1988:
Year Ending
December 31

Basic Rental
Commitments

(in thousands)

Components of pension
expense:
Service cost ........... .
Interest cost .......... .
Return on plan assets .. .
Amortization of unrecognized net asset .....

$ 3,804

3,847
(4,560)

$3,755
3,640
(4,016)

(625)

(622)

$ 2,466

$ 2,757

Funded status of the pension plan:
Plan assets at fair value . . . . . .
$59,571

$56,252

Net pension cost. .......... .

Actuarial present value of projected
benefit obligations:
Accumulated benefit obligation:
Vested..............
24,759
Nonvested . . . . . . . . . .
3,218
Provision for future
salary increases ..... .
22,920
Pro·ected benefit obli ation ...
Excess of plan assets over
projected benefit obligation
Unrecognized prior service
cost . . .... . ............. .
Unrecognized net loss . .. . .. .
Unreco ized net assets .... .

Major assumptions:
Discount rate ....... . .... .
Rate of increase in
compensation levels ....
Expected long-term rate
of return on plan assets ..

50,897

1989
1990
1991
1992
1993

$ 9,990
6,448
3,935
1,660
1,067
$23,100

Rental expense for 1988 and 1987 was
$9,664,000 and $8,203,000, respectively.

7 - Income Taxes

20,311
1,252
28,228
49,791

The Plan and its subsidiaries have net operating loss carryforwards for Federal income tax
purposes as presented below:
Calendar year
generated

e

Year of
iration

Amount

(in thousands)

8,674

6,461

3,144
(6,253)
(8,715)

(9,338)

$(3,150)

$(2,481)

396

9.0%

8.5%

6.0%

7.0%

9.0%

8.5%

1983 & 1984
1985
1985
1986
1987
1988

1998
1999
2000
2001
2002
2003

$

Total

781
626
9,163
15,784
56,112
47,500

$129,966

The 1988 loss includes $1.2 million which may
offset the future income of FCL, which files a
separate income tax return.
In addition, the Company has approximately
$2.8 million of capital loss carryforwards which
will expire in 1993.
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anizations (HMOs)

8 - Statutol)'_ ~orting

9 - Health Maintenance

The financial statements of the Company
included herein have been prepared in confor-

The following is condensed financial informa-

mity with generally accepted accounting principles (GMP). The Plan reports to the Insurance Department of the State of Florida on the
basis of statutory accounting practices excluding subsidiaries and affiliate results. A reconciliation between the GMP policyholders' equity
and statutory surplus follows:
December 31,
(in thousands)

Company policyholders'
equity (GAAP) ............
Subsidiaries' accumulated
deficits ..................

1988

1987

$ 95,288

$144,691

92,564

59,723

187,852

204,414

(94,284)

(62,124)

(12,283)

(12,190)

(13,738)

(11,711)

Non-admitted assets .........
Less statutory reserve
accruals .................
Other, net ..................

(120,305)

(86,025)

(30,985)
7,524

(30,782)
4,990

Statutory SU lus of the Plan ..

$ 44,086

Plan policyholders' equity
(GAAP) ....................
Less certain asset exclusions:
Investments in subsidiaries
Accounts receivable over
90 days old ...........
Furniture, equipment and
other .................

$92,597

Results of operations for the years ended
December 31, 1988 and 1987 reconciled to a
statutory basis are as follows:
1988

1987

Company net loss on a
GAAPbasis ..............
Subsidiaries' losses ..........

$(51,622)
32,841

$(66,404)
32,358

Plan net loss ................
Net adjustments to GAAP .....

(18,781)
2,454

(34,046)
( 4,271)

Statutory net loss of the
Plan ....................

$ (16,327)

$ (38,317)

(in thousands)

tion of the Company's operating HMOs at
December 31, 1988 and 1987 and for the years '
then ended (before eliminations):
HMOs
(in thousands)

1988

1987

Toral assets .................

$ 47,718

$ 39,902

Toral liabilities ..............
Shareholder's equity .........

$ 45,399

2,319

$ 37,502
2,400

Total liabilities and
shareholder's equity .......

$ 47,718

$ 39,902

Revenue ...................
Expenses ..................

$234,764
265,328

$168,415
199,316

Net loss ....................

$ (30,564)

$(30,901)

10 - Contingendes
In the normal course of its business operations,
the Company is involved in litigation from time
to time with insureds, beneficiaries and others,
and a number of lawsuits were pending at December 31, 1988. In the opinion of Management,
the ultimate liability, if any, would not have a material adverse financial effect upon the Company.
The Company issues a number of products
which are priced in such a way as to generate
income in early years which may be absorbed
by losses later. However, the Company has no
contractual obligation to continue these products or to maintain the current pricing levels.
Accordingly, no liability for policyholder benefits has been recorded in the accompanying
balance sheets. If no changes are made in the
products' underlying pricing structures and if
the products are not cancelled by the Company, the potential liability related to the present enrollment level for these products is $13.9
million at December 31, 1988 .

for farther infonnation contact

Blue Cross and Blue Shield of Florida, Inc.
Executive Communications Department
Post Office Box 1798
Jacksonville, Florida 32231-0014
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